Making Public Investment
More Efficient

Thomas Richardson
IME Senior Resident Representative — India/Nepal/Bhutan

ICRIER - 7t" Annual G20 Conference, New Delhi
September 14, 2015



G20 emphasis on quality of public investment

1. Recent IMF work on public investment (Pl)

Ch 3 of Oct 2014 WEO (www.imf.org/WEQ)
June 2015 paper (http://bit.ly/1VV3a4b)

2. We know macro outcomes improve with Pl

3. But efficiency of Pl Management (PIM)
matters a lot

4. What drives PIM efficiency?
mm) Public finance institutions



Public investment generally boosts output...

1. Output
(percent)

Source: Oct 2014 WEO. Data are for advanced economies. Simulates effect on GDP of
unanticipated 1% of GDP public investment shock




... and reduces public debt levels

- 2. Debt
- (percent of GDP)

Source: Oct 2014 WEO. Data are for advanced economies. Simulates effect on GDP of
unanticipated 1% of GDP public investment shock




What do we mean by PIM efficiency?

Output
inefficiency

P
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Source: IMF, “Making Public Investment More Efficient,” June 2015 (http://bit.ly/1VV3adb)




Public Investment Efficiency (physical indicator)
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Public Investment Efficiency (survey-based indicator)
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Public Investment Efficiency (hybrid indicator)
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PIM efficiency gaps are large

AEs
{n=28}

EMs
{n=57}

LIDCs
{n=34}

All Countries
{n=119}

Average
efficiency
gap of
27%

Average efficiency
gaps:

Advanced
economies (AEs)
13 percent

Note variation
among emerging
markets (EMs)
27 percent

Low-income
developing
countries (LIDCs)
40 percent




PIM efficiency yields higher growth “bang” for
the public investment “buck”

Percent of GDP

il

Lowest Second Third Highest
Efficiency Quartile

Impact on output level after 4 years of a 1 percent increase in PI,
by efficiency group




How can we judge PIM efficiency?

-

Planning
Institutions

\_

-

Allocating
Institutions

\_

-

Implementing
Institutions

\_

e Ensure public investment is fiscally
sustainable, and coordinated across
sectors, levels of government, and
with private sector

Ensure capital spending goes to most
productive sectors, integrating
current and capital budgets in
medium-term perspective, while
preserving unity/integrity of budget

Ensure timely, cost-effective delivery
of Pl projects




Assessment framework for Pl management

Planning
1. Fiscal Rules
2. National & Sectoral Planning
3. Central-Local Coordination
4. Management of PPPs

5. Company Regulation

Implementing Allocating

11. Protection of Investment 6. Multiyear Budgeting
12. Availability of Funding 7. Budget Comprehensiveness
13. Transparency of Execution 8. Budget Unity

14. Project Management 9. Project Appraisal
15. Monitoring of Assets 10. Project Selection




PIM Assessment (PIMA) scores—sample of 25 countries

Advanced economies
(AEs):

Finland, Germany, Japan,
Korea, Spain, UK, US

Emerging markets (EMs):
Algeria, Brazil, Chile,
India, Jordan, Philippines,
Qatar, Romania, South
Africa
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Low-income developing
countries (LIDCs):
Bolivia, Cambodia,
Ethiopia, Ghana, Nepal,
Niger, Senegal, Sri Lanka,
Uganda




PIMA scores by region

Institutional Strength

Africa Asia-Pacific Europe Middle Latin
East/Centrd America
Asia




PIM institutional strength increases along
the investment cycle (but not uniformly)

H
11-15. Implementing 1-5. Planning

1. Fiscal Rules
15. Monitoring of Assets 2. National & Sectoral Planning

14.Project Management 3. Central-Local Coordination

12. Availability of Funding 5 Company Regulation
\

11. Protection oflnvestment 6 Multiyear Budgeting

710\
13.Transparency of Execution / V‘ 4. Management of PPPs
' »‘ , )

10. Project Selectlon 7 Budget Comprehensiveness
9. Project Appra|sal 8. Budget Unity

6—10. Allocating




Pl efficiency (physical indicator) rises
with PIMA score
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Pl efficiency (survey-based indicator) rises
with PIMA score
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Pl efficiency (hybrid indicator) rises
with PIMA score
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Conclusions

-

Public investment
(Pl) boosts growth

e May even pay for itself

\
PI efficiency e Stronger Pl efficiency could
strengthens the even double the impact on
growth effect growth from a boost in PI
\
P| management e |[MF Fiscal Transparency
: : . Evaluations
InStIt{Jt.IOnS bOOSt (www.imf.org/fiscaltransparency)
Pl efficiency e PEFA assessments (www.pefa.org)

\_



http://www.imf.org/fiscaltransparency
http://www.pefa.org/

Thank you

Want to know more?

www.imf.org/weo: on global outlook

www.imf.org/asia: on our work in Asia
www.imf.org/india: what we do in India

Follow on twitter: @IMF _India



http://www.imf.org/weo
http://www.imf.org/asia
http://www.imf.org/india
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IMF flagship publications

Global Financial Stability Report

Moving from Liquidity- to

www.imf.org/gfsr

Regional Economic Outlook
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